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PREFACE 


This report is one of a series on costs of handling, processing, and 
storing the major types of domestic tobaccos covered by Federal price support 
programs. The studies were conducted for the Agricultural Stabilization and 
Conservation Service to provide guidelines for setting rates for these functions. 
The average costs presented in these reports also provide individual firms with 
benchmark data for assessing their relative position within the industry. 


The average middate of the various accounting periods covered in the 
surveys was December 1, 1966. 


Processing and storage firms throughout the Southeast cooperated by pro- 
viding accounting records on costs of operating processing and storage 
facilities, Their excellent cooperation made these studies possible. 


The authors are also indebted to many individuals in the tobacco industry 


for their constructive advice and counsel during the planning, data collecting, 
and analysis phases of these studies. 


Washington, D.C, 20250 May 1969 
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PROCESSING, STORAGE, AND SELECTED STORAGE SERVICE COSTS FOR 
FLUE-CURED TOBACCO IN COMMERCIAL FACILITIES, 1966/67 AND ESTIMATED 1968 


by 


N. A. Wynn, Jr., Donn A, Reimund, and J. W. H. Brown, Agricultural Economists 
Marketing Economics Division 
Economic Research Service 


FINDINGS 


This report analyzes the costs of handling, processing, storage, and 
related services in commercial facilities handling flue-cured tobacco during 
1966/67 and presents estimates for 1968. 


The results are based on accounting records of 15 firms processing and 

' 14 firms storing flue-cured tobacco. All firms processing tobacco redried 
bundles for a total redried weight of 66 million pounds. Loose leaves were 
redried by nine firms which handled about 52.5 million pounds in this manner, 
Tobacco was threshed by seven firms and yielded almost 59.4 million pounds. 
Total green weight received by all firms for processing amounted to almost 
225.9 million pounds of tobacco. 


Costs were developed for tobacco processing, which included receiving 
tobacco into the plant through packing it into hogsheads and shipping it out. 
These costs were for redried weight of tobacco packed as bundle, looseleaf, 
and strip (lamina). Strip costs included packing and shipping stems, 


Costs were also developed for tobacco storage and storage services. 
Services included in this report are innage, outage, sampling, reweighing and 
restoring, and reweighing while performing other services, 


The 1966/67 labor costs were updated to reflect minimum wage changes 
effective February 1, 1968, and changes in other variable costs as of January 
1968. (See Methodology.) 


Average survey period cost for redrying bundles was $8.34. When updated 
to 1968, this cost increased to $9.31. During the same period, the average 
cost for redrying loose leaves was $6.54, while the 1968 estimate was $7.25. 
The average cost for threshing and redrying was $12.18 for the survey period 
and $13.44 for the 1968 estimate, 


Storage costs were computed on the volume stored during the survey period, 
Storage warehouses used an average of 87 percent of storage capcity during 
the survey period. At this rate of utilization, the average survey period 
cost was 21.63 cents per hogshead per month, while the 1968 estimate was 


22.60 cents. Estimated storage costs by percent of capacity utilized are 
illustrated in table 4. Services necessary for storing include innage and 
outage of the tobacco, The innage cost per hogshead for the survey period 
was 68 cents, and the 1968 estimate was 76 cents, For outage, these costs 
were 63 cents for the survey period and 70 cents for 1968. 


Costs for sampling, the most expensive service performed in the storage 
operation, amounted to $6.68 per hogshead for the survey period. When esti- 
mated for 1968, this cost averaged $7.57 per hogshead., 


Other services utilized by the industry in volume include reweighing. 
During the survey period, the cost to reweigh and restore a hogshead of tobacco 
was 72 cents. This was estimated to be 87 cents for 1968. Reweighing a hogs- 
head of tobacco while performing some other service was 25 cents in 1966/67 
and an estimated 27 cents in 1968. 


Costs of performing other services which made up a minor part of total 
services were subtracted from firm costs, 


Table 1.--Tobacco processing and storage firms included in survey: 


Volume proc- 


essed, yield, hogsheads stored, and selected services performed, 1966/67 
5 Number 3: - : Yield or 
Ttem : of firms ;. Gees : Vo lume : utilization 
: : ° Percent 
PEOCES SANG .. Sete noc Sis vie sie ore : 15 : 1,000 lbs. 1/: 225.873 --- 
BUNGIE cei nucle ee eat eee : i5 ; 1,000 lbs. 1/: 75,110 87587 
Hooseleaft o£... Le ek 9 $1,000 Ibs. 1/; 59,945 87.55 
Strip (threshing) ..... es 7 11,000) Ibs..1/s 90,818 65.36 
SEQEABE! 2..chcts cine eieree loses 14 : Hogshead : 
: : month 2/ ¢ 7,619,736 87.00 
Services: : : : 
Innage ..... Srohiotis atavaliovatovertes 14 : Hogshead : 283,530 --- 
Outase. Ayccios.s ee re ee 14 : Hogshead : 348,195 --- 
SAMp LMS: o:Scrais.essvaieesiere.ores 14 : Hogshead : 65,941 --- 


1/ Green weight... 


2/ Unit of 1 month's storage of 1 hogshead. For example: 10 hogshead months 


ean equal 10 months' storage of 1 hogshead; 1 month's storage of 10 
or 5 months' storage of 2 hogsheads; etc. 


hogsheads; 


Table 2.--Total costs for selected services in flue-cured tobacco storage and 


processing, 1966/67 1/ 


f= 4 Cost 
eee : ae : Variable ; Fixed Total 
: os Dollars Dollars Dollars 
Processing: ; 7 
Redrying bundle ........: Hundredweight 2/: 6.6310 Ls7073 8.3383 
Redrying looseleaf .....: Hundredweight 2/: 5.5680 39677 635357 
Redrying strip : : 
(including threshing)..: Hundredweight 2/: 8.3524 3.8251 P1775 
SLOPELE aie s sic's «cls oe sicleeee 2 HOpShead per : 
: month : 0897 . 1266 42 163 
Storage services: : : 
PUMA ZS TS) io-s\¢ webivie gs sine 012, HOeshead : .5106 . 1678 .6784 
Outage 3/ ..<.cseeceeese? HOgshead : .4672 .1595 .6267 
DAMP ITH. \<s:6-¢/ sels vsae:see~ ea, MOSSnead : 5.2462 1.4377 6.6839 
Reweigh and restore ....: Hogshead 4825 - 2386 shoul 
Reweigh with other : : 
BCTVICES -....ccsescee eet Hogshead : «1342 si095 seoa7 


1/ Middate for survey period was Dec, 1, 1966, 2/ Redried weight. 
paper transfers, 


3/ Excludes 


Table 3.--Total costs for selected services in flue-cured tobacco storage and 
processing, estimated 1968 1/ 


° e Cost 
eae ss are * Variable Fixed Total 
: : Dollars Dollars Dollars 
Processing: : : 
Redrying bundle ........: Hundredweight 2/; 7.6013 L 7073 9.3086 
Redrying looseleaf .....: Hundredweight 2/: 6.2794 39677 7.2471 
Redrying strip H : 
(including threshing)..:; Hundredweight 2/; 9.6136 338251 13 .4387 
SEOTASE .scsceadedewesisawiae) Hogshead per : 
: month 0994 . 1266 -2260 
Storage services: : 
Tonage 3/ .2 sis .ssciesisat) Hogsnead : .5926 . 1678 . 7604 
Outage: 37 sasceciend ee ..: Hogshead : 5416 ~ 1595 S10E1 
Sampling 524464 esses «t Hogshead : 6212387 1.4377 7.5664 
Reweigh and restore ....: Hogshead : 6289 - 2386 8675 
Reweigh with other $ : 
SETVICES: fic ose cevesd eeeee?: Hogshead : ~ L520 th95 «2 7A5 


1/ 1968 costs are updated 
variable costs tables 6 and 
2/ Redried weight. 


for variable costs only. 
Le 


3/ Excludes paper transfers, 


See breakdown of fixed and 


Table 4,--Flue-cured tobacco storage costs per hogshead per month by average 
percentage of capacity utilized, 1966/67 and estimated 1968 


Percentage of capacity 1966/67 Estimated 1968 

* : 

: Dollars Dollars 
MOOG big wie S lathe Ciasare a le wun arene aaa me areeeane 0.1883 0.1968 
OD se wiatae gk swine iia Sia gierwielao-aubeieie eases . 1982 2072 
WO i isiaks Ora Oiaran avetuatos ee ee - 2092 -2186 
Roel 5 Spgneraletaus woe wow oe-ank sa ee wheleheewiareie aie eieia ce a2215 22305 
BO ssa ae ore acs o RES Ga RIS ae Oe ee eee 42354 . 2460 
TD. cis eeess we wee sewe sie erejeuexeveveiers, 6 eieielore.s Pw AoW ik ~ 2624 
WO cE e ia aiele arahsinia © was Bee we Gteiie a ie eearoe - 2690 sZ25EE 
SS nee ere tee aera ne re errr EMD ee asym a Der HE ~ 2897 .3028 
OO) 435 see are care ae ec ar aaa ete eed eta orn cael 53.138 .3280 
oO detache ee Maristas Sete meee aortas 53424 3578 
DO wate clears ee eT ee ee ee ee .3766 3936 


Table 5.--Flue-cured tobacco processing costs: Standardized fixed costs per 
hundredweight for redrying and packing bundles, loose leaves, and strip 
(including threshing) 1966/67 1/ 


: Redrying * Threshing 
Item : c : 
c Bundle * Looseleaf : Strip 
Dollars Dollars Dollars 
Depreciation: : 
Redriers ..... fee ei eterevere Maievajiee (ees 0.0709 0.0586 0.0797 
RECETVANS AFCA oj.) 5 o0js.c)5.7e's ete eee .0657 «0955 toto 
Other bldgs. and office bldg. ..: 0859 +0633 0682 
Threshing, buliding-.soccvccess oe st --- --- 20573 
Threshing Gquipment s..6...<s%6% : --- --- 6739 
BOMLEE Gos state cide oe oR owe os beset .0143 .0116 .0160 
PEIZInNG press 06 5 é.<0siesis een suwet .0107 0165 0269 
Seales. |S vieississ ies Sie intasarere, <0 ele wcaveus .0028 .0031 .0061 
RACKS) os mic arevesienevene a eats Pree ee -0448 0221 .0376 
SETVOKS! -cicvtete ecdaiecsit sie tie oe tee we ee .0104 --- --- 
Quality control ‘<6 .50.44:s «0's wie oes .0012 0016 0159 
Office equipment and furniture .: 0309 .0280 gO321 
PUL O Giirateva’/cr's cosa) oh eres) eae bei eho saleeileie: ane sO L941 .0183 <0251 
ETSAC ICS Pe Mites cievksy Slevadetesaaeasice ets: aie- 6. .0580 .0599 .0877 
Forklifts and pickups .........3 .0497 .0108 20316 
Stockroom and other equipment ..: . 1468 . 1200 2950 
ShopHequipment 6/32 26 sis siee ose e s? 0158 .0036 0044 
Man dic iecs erat Gia tavereleceusee teipisteters ero e .0162 s0443 JOLT t 
PMECEOCSEY Bese olic-6-civisles 00h e606 0\0'% aes ~2942 2468 6897 
MTD SALIENT Cia cera tare one’ -e: 6a, acess eeu 06: 46'au8 © .0969 0632 -0869 
AKG Selsicteas Scisoe SRR oR CNC .0880 0644 .0714 
VCenseranG DONG’ coos: 52eoSbs ee eeees #0159 .0100 .0457 
ease -anG@wEeGnta lS. <6 22-c.eclssiewels seus .0470 0588 .0873 
HOMEBOR BLCEY 255s oats s:00cals lela eerese 6. oie so221 0003 1.3120 
tOtal’ fixed <COSES’ £2.05<sees08! 12/073 - 9677 3.8251 


1/ Costs given for redried weight. 
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METHODOLOGY 


Firms Surveyed 


All firms contracting with the Commodity Credit Corporation to handle, 
process, and/or store loan tobacco were contacted in this study, This proce- 
dure was developed in consultation with the Statistical Reporting Service, 

U. S. Department of Agriculture. 


Cost and other data were obtained from each plant by an economist or an 
auditor assigned to the Economic Research Service from other USDA agencies. 
The cost data and related volumes for each service performed were summarized 
and tabulated by plant, type of facility, and area, according to the plan out- 
lined below. 


Depreciation and Interest 


To minimize the effects on cost of variations among plants in depreciation 
allowances and interest on investment, data were summarized using standardized 
rates, 


The following depreciation allowances were used for buildings and equip- 
ment $ 


: : : Salvage 
Item : Rate : Years : wailne 

$ Percent Number Percent 
Tobacco storage warehouse .......: 4 25 -- 
BULIGINGS 25.5 oF sissies Soc aloes Sone 5 20 -- 
REdPVOCPS 64 snidededneseeesiewees cet 6-2/3 15 = 
Threshing: equipment... ....564660006% 10 10 -- 
BOUPC? i 5 cua agiecwld se 04 oe eae arp ace 5 20 -- 
PEEZANEUPTESS 4.0000 dseee nswat weet be) 20 -- 
DOD ICS wre Wiawks.co Stes oe dees wate e 5 20 -- 
WACKS hed iwck eae seeenesaceeen ees 20 5 -- 
SELCKS! ein bein we oedae sets-sew eu ae 20 5 -- 
Office equipment and furniture ..: 10 10 -- 
PUEOS. sci ssajocec es anaes ee Uce@aes 25 4 20 
POCKTI £b6) oss cisk He kawe eee wesc 25 4 20 
TEGCKS (440 haddsdkedeesteeuesee se 25 4 20 
SEOCKTOOM fos c.e seas cewss os causes 10 10 -- 
Shop. equipment 22... ..650% ia ereteietes 10 10 = 
Fire! Gqui pment (404). .3<006ao ee seees 5 20 -- 


Interest was allowed at 7 percent on the average investment in buildings 
and equipment. 


Buildings, I = Building AcGRRSee 8 cost . 7 


10 


i Equipment acquisition cost 
Equipment, I = 2 x07 


Equipment acquisition cost + salvage value 
I= x. 07 


Motorized equipment, 7 


Land acquisition cost x .06 


Variable cost, interest at .07 x 1/4 year usage 


Estimated 1968 Costs 
Costs of operating during 1968 were computed as follows: 
Wages.--Increased to $1.60 per hour if $1.40 or less; 


Increased 20 cents per hour if the average was more than $1.40 for 
a particular job; 


All overtime computed at 14 times the above rates, 


Salaries,--Executive and management salaries were increased 11.1 percent 
to reflect the average rise in management wages from the average date of the 
survey period, December 1, 1966, to December 1, 1968. 


Office workers' salaries were increased 12.5 percent to reflect average 
salary increases of*office workers during the same period. 


Other company costs.--FICA. These costs to the company were computed on 
the new rates and maximums effective in 1968--4.4 percent on $7,800 per employee. 


Unemployment compensation--Usual 1968 rates for each State involved were 
used for the tobacco processing and storing firms, 


Workmen's compensation--Rates were obtained from the board setting or 
approving the rates in each State involved. 


Supplies, utilities, etc., were updated to reflect costs in effect during 
January 1968 as reported in the Survey of Current Business, U. S. Department 
of Commerce, Office of Business Economics, 


Method of Allocation 


Tobacco Processing 


Tobacco processing costs were divided into costs for bundle, looseleaf, 
and strip tobacco, For firms processing tobacco in more than one form, all 
costs that were directly attributable to that process were assigned to it by 
accounting and managing personnel within the firm. Those costs that were joint 
were assigned according to breakout by individual firms and weights learned in 


other studies of industry capacities, 
11: 


Gost trem 
Variable costs 
Salaries 


Wages: 
Drayage and receiving 


Redrying 


Packing 
Coopering and shipping 
Maintenance 


Utilities 


Office supplies 

Repairs and maintenance 

Hogshead materials 

Other operating expenses 
Fixed costs 


Redryers 


Receiving 


Other buildings and office buildings 
Threshing buildings and equipment 
Boiler 

Prizing press 

Scales 

Jacks 


Sticks 
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Basis for allocation 


Volume of green-weight tobacco weighted 
by labor use 


Weighted on green-weight basis to re- 
flect 30-percent cost for looseleaf 
over bundle tobacco 


As allocated in company records (strip 
includes threshing) 


As allocated in company records 
Dry-weight basis 
Company records and green-weight basis 


Weighted by time and equipment used 
for different processes used 


Green-weight basis 
Green-weight basis 
Dry-weight basis 


Green-weight basis 


Weighted to reflect 15-percent reduced 
capacity for redrying loose leaves 


Weighted to reflect 30-percent more 
space used to receive and store loose 
leaves 

Green-weight basis 

All to threshing 

Same as utilities 

Dry-weight basis 

Green- and dry-weight basis 


Green-weight basis 


Bundle tobacco 


Cost item Basis for allocation 


Fixed costs (Cont.) 


Quality control Weighted according to usage 
Office furniture and equipment Green-weight basis 

Autos Green-weight basis 

Trucks and trailers Green-weight basis 
Forklifts and pickups Green-weight basis 
Stockroom and other equipment Value of equipment and usage 
Shop equipment Green-weight basis 

Fire equipment Included in building cost 
Insurance Green-weight basis 

Taxes Green-weight basis 

License and bond Green-weight basis 

Lease and rentals Green-weight basis 

Home office Green-weight basis 


Storage and Services 
Fixed costs 


1. Building depreciation: Based on area devoted to tobacco storage and 
total warehouse area as shown on warehouse records. Included as tobacco storage 
area were clearances and aisles as provided for in CCC storage contracts plus 
2 feet of the main aisle space. The ratio of storage area and working area to 
total area was used as a basis for determining depreciation costs allocated 
directly to storage and services. 


-For example, assume that 90 percent of the warehouse was used for storage. 
In this case, 90 percent of the total depreciation was chargeable directly to 
the storage operation, The remaining 10 percent would then be allocated to all 
services including storage based on the volume handled in each function. 


2. Equipment depreciation: Cost for equipment could be identified with a 
particular function or allocated directly. For example, scales were allocated 
directly to weighing. Motorized equipment (autos, trucks, forklifts) was allo- 
cated according to use. A weighting system was devised using estimates from 
each firm involved and checked with industry people to determine if these rela- 
tive weights were realistic. 
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Building insurance was allocated to functions in 


3. Insurance and taxes: 
Insurance on machinery and equip- 


the same manner depreciation was in item l, 
ment was allocated to functions based on use, 


4. Lease and rentals; Building leases were allocated to functions in 
the same manner as building depreciation in item 1 and leases of equipment were 
allocated in the same manner as equipment depreciation in item 2, 


5. Interest on capital investment: Same as lease@ and rentals, 


Variable costs 


All variable costs except direct labor, machinery repairs, office supplies, 
and hogshead material were allocated on the same basis as building depreciation. 
Direct labor and hogshead materials were allocated according to labor use. 
Machine repairs were allocated according to machine use. Office supplies were 


allocated according to clerical salaries, 


DEFINITION OF TERMS 


Tobacco Processing 


Redrying bundle: Receiving tobacco, weighing, segregating, blending, 
plucking, hanging, redrying, packing into hogsheads, coopering, weighing, and 


loading out hogsheads. 

Redrying looseleaf; Receiving tobacco, weighing, segregating, blending, 
picking, redrying, packing into hogsheads, coopering, weighing, and loading out 
hogsheads. 

Redrying strip: Receiving tobacco, weighing, segregating, blending, 


plucking, threshing, separating, picking, redrying, packing into hogsheads, 
coopering, weighing, and loading out hogsheads, 


Storage and Services 


Innage: Receiving hogsheads of tobacco, placing in storage on dunnage, 
and paperwork necessary for checking bills and entering on books, 


Storage; 


storage period. 


Outage: Identifying hogsheads ordered for shipment, removing and loading 
onto transportation equipment, and associated office work. 


Sampling: Identifying hogsheads to be sampled, removing from storage to 


display area, removing casks from tobacco, pulling samples and displaying, 
replacing casks, restoring, and associated office work, 
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Maintenance, custodial, and accounting functions necessary during 


Reweigh and restore: Identifying hogsheads to be weighed. Removing from 
storage, reweighing, restoring and associated office work, 


Reweigh while performing other services: Reweighing while hogshead is 


removed from storage for another service. 


15 


UNITED STATES DEPARTMENT OF AGRICULTURE 
WASHINGTON, D.C. 20250 


OFFICIAL BUSINESS Gand eer Ge eae in 


